Exhibit “B”




Paul V. Bonn, State Bar No. 001516 - -
‘Randall D. Wilkins, State Bar No. 009350
D. Michael Hall, State Bar No. 010267
BONN & WILKINS, CHARTERED
805 North Second Street -

- Phoenix, AZ 85004
~ (602) 254-5557

Eugene O. Duffy -

" ONeil, Cannon & Hollman, S.C.

Suite 1400, 111 East Wisconsin Avenue
Milwaukee, Wisconsin 53202-4803
(414) 276-5000 -
Wisconsin Bar No. 1015753

At‘t_omeys for Plaintiffs : ) ,
- IN THE SUPERIOR COURT OF THE STATE OF ARIZONA
~_ IN AND FOR THE COUNTY OF MARICOPA

ESTATE OF HELEN H. LADEWIG, on
- _behalf of itself and the class of all persons o
. in the State of Arizonawho, during any one No. TX 97-00075
of the years 1986 to 1989 paid income taxes | - L
to the State of Arizona on dividends paidby | =~ o . _
corporations whose principal business was™ | STIPULATION OF SETTLEMENT
not attributable to Arizona, et al., ' . . :

'_ Plaumffs A(Assi_gned to the Honorable Paul A. Katz)
- ARIZONA DEPARTMENTOF |
- REVENUE and its Director, in his official - | -
. capacity, - x _ ' g

' Defendants.

| - TheA__aﬁb'v.e;caéﬁéﬁéd action was brb}lfght by the Estate of Helen Ladewig on .
':.b.ch'zuf of- itsglf and all oxh:e_f similarly si.tu.atcd taxpayers s,_e[ekigg_ refunds of the téécés_' |
L .impoéc.d upon di&idcuds' ‘paid by no'n-A;—iiona cofpora,tions for fhe years 1986 tfh:_oﬁgh
1989, R _, o .
- On December 4, 1998, ] udgé Dougherty _csrtiﬁ.e'd a class ﬁpnéisﬁng of all present

and former residents of the State of Arizona who paid Arizona income taxes on dividerids
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paid by corporations whose principal business was not attributable to Arizona during any -
 one or more of the years ‘1986 to and including 1989, together with. t‘heir eurvivors
: .spouses heirs, successors, estates and personal representanves and who for any ope or
* more of the tax years 1986 to and including 1989 have. not been paid a refund of all such
taxes paid. - (“Plaintiff Class™) In 1999, the trial -court found that A.R.S. -§' 43-1‘052'

. violated the Commerce Clause by allowing. deducnons from Arizona state mcorne tax of

" dividends paid by c0rporat10ns doing 50% or more of their business in Anzona but not.

allowmg d.e_ducuons for corporate dividends from .corpo.ratxons doing less than 50% of

'their' "business in Arizona, However, disputed issues and appell'ate rlghts remain,

mcludmg, but not limited to, the process by which’ refunds shall be proven and the -

amount of refunds due to individual taxpayers determined. In an effort to resolve these
. disputes, accelerate the- refund process, obviate the potential necessity of requiring )
' taxpayers 10 prove enuﬂement save further expense, avo1d the unceriamtles of further
T jhhgauon and to secure a total and final settlement of the claims by the Plaintiff Class

agamst Defendants, the parties desire to settle, compromise, and terminate thls action and

- all claims asserted, or could be asserted, therein with resPeet to Arizona income tax on

chwdends pmd by corporatxons whose pnnmpal business was not attnbutable to Anzona -

for years 1986 through 1989, sub_]ect to: approval of the Couut, upon the terms and = .-

conditions contamed in this Stipulation of Settlement (the “Strpulano ")
Now, therefore for the reasons set forth herein, - :
IT Is. HEREBY STIPULATED AND AGREED by and between the parnes

‘ hereto SUb_}CCI to the approval of the Court and upon notice and an 0pportumty for all

. class members to be heard as fonows

1. ' No ADMISSION OF LIABILITY The. settlernent of ﬂllS matter as prov1ded _'

herem shall ot be taken or construed as an adrmssmn of liability or respons1b1hty by or_

‘on the part of the D-efendants (“Departmen.t") in -thrs hugamo.n to pay refunds. With




| ,respect to those members of the Plaintiff Class who exercise the nght to opt—out the
.Department expressly reserves the right to contest any-and all claims asserted, or to be
asserted by any such person and to assert any and all defenses or procednral
requirements that may be apphcable No statement or agreement herem or in connection
- with this Stipulation shall be admissible against e;.ther party except.to enforce the
* Stipulation and the orders .of the Conr,t eontemp}ated hereby.

.2, NOTICE. Th‘e’par’t’ies agree to arnend the forms of notice previonsly
approved by the Court and snpulate 102 revised order for notice as set forth in Exlnb1t _
¢ A” hereto (“Amended Plan of Nonce") The snpulamn for the. rewsed order for notice o
will be filed with the Court mmultaneously with this Stipulation, |

3. NECESSITY OF CLAIM FORM FOR CLASS MEMBERS NOT APPEARING IN

DEPAR'I‘MI:NT’S RECORDS. Persons who-are not sent the 1nd1v1dual notice pursuant to
the Amended Plan of Nonce set forth in Exhlbu “A” of th:s Stxpulauon who believe they

are en-tltle._d to the snpqlated r.efund relief provided for hereln for one or _r-nor.e of tne tax
. years in issue, shall have unti] January 30, 2003, to complete and file a writteni notice and

proof of membershrp in- the class W1th the Department on a form pubhshed by the B

Department for that purpose. (“Clmm Form") " The Claim Forrn will be avallable on

f'November 6, 2002 and’ may be obtamed from the Department, in person at any
Depamnent ofﬁce, or by wntten or telephomc request at P.O. Box 29099 Phoemx,
- Arizona 85-038 9»099 602 542-0700. In addition, a copy of the Claim Form may be

vdownloaded from the Department s Internet websrte www.reyv enue.state az. us Coples

may also be o‘btamed from Class Counsel at Dmdend Refund Class Acnon P. O Box
1328, Phoemx Arizona 85001-1328; Telephone (866) 595—3066

. 'A_p.erson who under this p»ar_agr_aph is r_eqmred to file .the Departments Claim :Form and'v

~ who fails to file such a form on or before January 30, 2003, will not participate in the
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st_ipulated refunds provided f‘or herein: Proof of filing shall be by postmark if matled or
. by date of neceipt if hand-deliveted The form and related instrxtctionS will be posted on
the Department’s website and sha]l be available from the Department on or after
. November 6, 2002.

4. OTHER PUBLICITY In addmon to the formal mnotice set* forth m_

,Paraoraph 2, the Department shall actively notlfy tax and professmnal trade _)ournals and
‘tax services by formal news release. The formal news release shall include a summary of -
the settlement the ava:tlabthty of the copies of the Court approved formal notxce this
. Stipulation- and Claim Form on the Department s websité and contact addresses and-
‘phone numbers for Class Counsel and the Depa:rtm_ent to obtain ad_di_u.onal information.
The _D._eparunent'»s formal news release shall be distributed to the Arizona State Bar -
Association ‘(in\'clud,in-;g the Arizona Attorney 'pnbli.cation)', the American Bar Association
(including the ABA Journal and the Chair of the ABA’s Section of State and Local -
- Taxation), tne Arizona Society of Certiﬁed Public Accountants, the American.lnstitnte.'of

| - Certified Public Accountants, the Bureau of Nauonal Affairs, Inc. (Tax Management) '

- CCH Pubhshers West Publishing, Warren, Gorham & Lamont Tax Analysts (State Tax
lNotes) and Thomson/RIA. In addition, the terrns of the settlement and all related
documents shall be prormnently posted on the ‘Department’s website no later than |
R - October -11, 2002. The Department § websxte shall be umely updated to reﬂect
: _developments in the approval process and the refund payment process. '.

CS. COMMON FUND. The Common Fund is the total arnount of tax

“refunds, i:nclu_dmg interest, due to .all members of the class, calcu_lated in ,ac.cor._dance w.1th_
- this 'Stipu"lation The Department shall not be required 0 deposit into Court or ot‘her-‘wise
| physmally segregate the funds requned to sansfy its obhgatmns provided for herem

A Reserves for Fees and Costs. . All Costs of Adrmmstratlon, as
 described in Pafagraph 11, and Attorneys’ Fees and Costs, as ,descnb‘ed in Paragraph 14,
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.Ashall be bome solely by the class members and shall reduce their refunds on a pro rata
basis. A reserve equal o $35 million shall be set aside from the refunds pard to the class .
‘ member.s to cover the Costs of Adxmmstrauon of this settlement as set forth in Paragrap_h '
"11 below. A reserve equal to fwelve percent (12%) times the lesser of the Common Fund
or the Ca‘p (as deﬁned in Paragraph 6) shall be set aside from the refands paid to the elaSS
'rnembers to cover Attorneys Fees and Costs as set forth in Paragraph 14 below. The
. foreuomg reserves shall reduce refunds on a pro rata: bas1s Any arnounts reserved in
v 'excess of the amount’ approved by the Court for. Costs of Adrmmstra&on or awarded by
the Court for Attorneys' Fees and Costs shail be par.d pro rata to the class members il the
final refund installment based on their total computed refunds' for all years. The
| Afore-goi'n_g reserves will be recalculated as of each installment payment date as neces'sarj" |
6. COMMON FUND CAP. Notwithstanding the amount of the Common

_}'qund computed pursuant to Paragraph S5, the Department's Common Fund payment

- obligation 1nclud1ng distributions for Costs of. Administration and Attorneys Fees and,
Costs shall not exceed $350 Million (the “Cap”) subject to the following ad_;ustments |
A.  .Opt-Out Reserve.- The Cap shall be reduced by the amount of
* refunds claimed due by members of the class who opt-out within _the time est.abhshed by
) the Court (‘;thhOut_Reserve;”): ‘The amount.of refunds in the Opt-Out Resérve shall be. -
A"the amount clair-neci by the taatpayer or estimated "by'thc‘ ﬁepartrn'ent at 1ts discretion in - |
'accordance with Trtle 42, Anzona Revised Statutes including relevant ad_)ustrnents and
- interest calculated or reasonably estimated by. the Department If amounts. remain in th:s. |
‘reserve as of 90 days before the maﬁmg of the final mstallment payment pursuant to
o Paragraph 9, the Department shall nottfy Class Counsel of the amount of the remaining
| reserve The final drsposmon of the reserve shall be governed by the agreement of the'

_Department and Class Counsel or, if there is no agreement, by order of the Court.




B. - Disp-u.ted Dividend Reserve. The Cap shall be further reduced by
. the addmonal amoum of refunds claimed to be due by members of the class whe dlspute
any armount set forth in the Notice of Refund Calculauon descnbed in Paragraph 8 over
the amonnt of the .Departme_nts calculations using the information contained in such
. noftice (“Disputed Dividend Reserve.”). All amoun‘t_s‘ reserved under this .provisio,u |
' r-e,rnaining after;dze resolution of disputes shall be.restored to the- C"ap‘and, if the Disputed |
Dividend Reserve had previously reduced refunds due to the Cap having been ..e'xcee.ded,
refunds §ha1'1 be adjusted in the same manner as provided'in Paracrraph dD |
| ~C: - Common Fund Adjustments: In the event that the Common Fund
' 'exceeds the Cap as reduced (mcludmg as a result of subsectmns 6A and 6B above), the
refunds due to each class member shall be reduced on a pro rata basis so that the
Comrnon Fund equals the reduced Cap. Any such reduction shall apply first to refunds of _
interest and then to refunds of tax. _ A . .
D  Interest Estimates and Ad_]ustments The Department wﬂl
v calculate an esumate of the total mterest anticipated to accrue on future installments as of
' _ each installment payment date. Th1s estimate will be used to deterrmne the apphcablhty .
. of the Cap in order for the Department to allocate any pro Tata reducuons to mchv1dua1
-refund ‘amounts. The Department wﬂl ad_)ust this estunate as neceSSary to reﬂect
_ " applicable change,s In the event a pro rata reduction is apphed to-any mstallrnent as a
. result of such estimates and it is ultnnately .detemuned that the actual 1m_eres_t due is less _
than the estimated interest such that the total refunds using the actual jnterest would pot |
have exceeded the (fap ('or'exceeded it By a leééser amount) the Departmeut shall readjust
the prevmusly pard refunds to the actual amount that would have been paid subject to the' |
overall limitation of the Cap. ,
' Auy adjustment made to refunds to class members u_ader this S‘tipu;lati_on

,shall,..be made on 2 pro rata basis. :Any refund reduction shall ;.be applied fo interest and
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then 1o tax. In no event shall the refund to any class .member, before reduction for their
pro rata obhgatton for Attorney Eees and Cost and Costs of Administration, be more than
the tax refund due pursuant to Paragraph 7D together with applicable interest thereon

7. REFUND PROCESS The Department shall calculate the refunds due _

. Pursuant to the terms of this Snpulatton for all class members who appear in ‘the
Department s records and for all those class members who do not appear in .the
Department s records but who satisfy the requtrements of Paragraph 3 above.

A, State and F ederal Records Available to the Department. The IRS
~sends the Department an Indmdual Return Transactxon File (“IRTF?) tape. The IRTF
tape contains mformatxon that the IRS keys 1nto its system from income tax retums but
- does not include copies of the actual returns Th..e tape includes returns filed f.rom an
Arizona address, but not necessarily all Arizona _resid-ents.‘ The _IR‘SH also sends IMF -and

-1099-DIV electronic tapes 10 the D.epartmeut. The 1099-DIV ta_pes.cenftain information
.frem_ some 1099-DIV Forms s.ent t.o Arizona addresses. The IMF electronic ta_pes contain
 the Individual Master File that contains the taxpayer’s namé, identifier and address
Anformation. To the extent practicable, the. Departmenf will use an ‘electronic prot:ess to
‘,»determme the refund due’ class members hereunder To that end the Department will

_ employ consuitants to attempt full recovery of all necessa,ry ‘data from those unreadable “

pomons of the Internai Revenue SerV1ce s IMF and IRTF- ‘computer tapes for the taxable’
"years 1987 through 1989 If this data recovery is not completely successful the
. Department may, n its d13cret10n seek professional services to dlgmze the relevant
 portions of the microfiche of the IMF and IRTF tapes (“Federal Yearbook™) for the
- taxeble year 1987 through 1989. The Department will seek- professmnal services o
| Chgruze the relevant pomons of the Federal Yearbook for the taxable year 1986. The
Department will also seek. professmnal servmes to dtgm__z.e the relevant portions of the

1988 Arizona keyed data (“Arizona Yearbook™). The Department will evaluate the
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quality and quantity of all electronic data from the Federal Yearbook and State Yearbook

for tax years 1986 through 1989 and determine whether to seek professional services to

o digitize additionadl relevant data to .eri'sure the Notice of Refund Calculation is issued

‘timely (see Paragraph 8 below) The costs of the foreuomg and other data recovery and '
chgmzatron shall be mcluded in the Costs of Adrrumstratron Counsel for the Department
_and Class Counsel: will mforrnally confer on & periodic basrs as to the status of the refund
'process ‘
'B. | 'Dir)idénd Formula. ‘Except -as set forth below for part—year'
residents, the d1v1dend income that qualifies for a refund for each applicable year shali be
: determined by taking the amount reported as chwdends on the class member's federal
_income tax return. (" Reported Dividends”) as _set forth in (1) the electromc records
available to the Department; or (2) if that data is not available, the microfiche records for
- class members ‘for whom the Department has an electronic record or claim’ form
evrdencmg dmdends for that year; or (3) if the Departrnent has no record of the relevant
data the arnount determined pursuzmt 1o Paragraph 7E below. The Reported D1v1dends
shall then be multiplied by 49 28% to determine the “Quahfymg Dividend” amount.- The |

49. 28% factor to determme the Quahfymo Dividends is bemo u3ed in lxeu of the several

. step process of determining the related ad;ustmcnts exclusrons and calculauons requrred

' to be made in  order to deterrmne the refund

v C. Part-Year Resxdents The Department w111 identify those persons
| that the electro-‘rric records indicate were part-year residents with dividend income. For
those perSons- the Department identifies as part-year residents with dividend income, it
will calculate a resrdent appertionment percentage for. part year residents by creating a -
'fracuon the numerator of which shall be the amount of i income subject to Arizona tax
and the denornmator of whrch shall be the amount of federal ad_;usted gross mcome all as

reported by the class member on the class member s tax returns ‘for the apphcable year(s)
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The r‘esulﬁng‘,;fra.._cti’on shall' be multiplied times the Reported Dividend, which shall be
multiplied by 49.28% to determine the Quahfymg Dividend amount. ;

~ D. Refund Calculation. The refund due for the relevant years shall
be determmed by subtractrng the amount of the Qualifying Dividend from the class
: member's previously reported Arizona taxable income (defined as taxable income as -
' shown on an Arizana Form 14-0 or adjusted gross income—as shown on an Arizona Form
- 140A heremafter referred to as “taxable . income’ ) to ar'rive at the corrected Arizona' .
income. The Departrnent shall deterrmne the amount of any overpayment by applying
the tax rates or tax tables, whrchever is applicable toa class member, in effect for the
applicable year to the corrected Arizona income amount In no event shall the resultrng’ .
overpayment amount be more than the amount of Arizona income tax that the cl_ass
member paid: Interest, based on the 'schedule of installment payments set forth in
Paragraph 9 below, shaH“-b'e calculated in accordance with ARS. § 42-1.123' and ~sha11 be
added to the tax overpayments to determine the total refund due to each member of the
class (“Refund Amount") The Department shall use the amounts set forth in its Tecords
for each class member s. prevzously reported Arizona taxable i income and Artzona income
 taxes paid. If the Department has 10 record of the relevant data the Department shall use -
the amounts deterrmned pursuant to Paragraph 7E below..
_ The Department reserves the nght to adJust for federal changes for the-
: . years in issue pursuan-t to the provrstons of A.R.S. §8 42-1104(B)(5), (B)(6) and 43-327

- ) Subject to this reservation, the Department has aareed to forego the right to andit, assess,

' setoff or otherwrse adJust for addmona] tax due on the tax return for the year(s) in issue.
E.  Taxpayer Records If the tax return records in the Department 5

possession do not contain all of the necessary data, the Department will request copies of

the necessary records from the class member (“Taxpayer Records™. The request will be -

mailed to the class member by first class mail at the member’s most récent mailing
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‘ address as reﬂected in the Department s records. The class member shall have 45 days to

" provide the reQuested records. A class member’s fatlure to provrde the requested records

within 45 days may effect the refund calculation as set forth in Paragraph 8. Any request

. by the Department for records shall nonfy the class rnember of the foregoing 45 day time

limit and the effect of failure to trmely respond. - The Department may drspute the

” amounts set forth in the Taxpayer Records 1f it believes such records are not reliable. If

‘there is a dispute, the Department shall use the amount agreed to by the affected class

'member and the Department or, if there is no agreement an amount approved by the
| _ Court in resolutlon of such dtspute ' '

8. NOTICE OF DIVIDEND CALCULATION On or before t;he Nouce of

Dmdend Calculation date (heremafter “calculation date” which shall be the first busmess

day after ﬁfteen months have elapsed from the day the Court issues a final deterrmnatmn.'

approving the settlement), the D.epartment- shall advrs.e each class member, by first class

" mail sent to the member’s most recent mailing address as reflected in the ‘Dep_artrnent’_s
' "reccrds .of the Arizona taxable income previously‘ reported, the Arizona income taxes' R

prevrously pard and the Reported D1v1dend amount that the Department will be us1n° for

- the refund formula calculation for each of the years for whrch a class member may be

| entitled to a refund under the Sttpulatlon (“Notrce of Dividend Calculation.”) If the

* ‘Department has previously requested records from a class member for any particujar tax

. .year ‘p_ursua,nt to Paragraph 7E. al_)ove, and if such class -member or authorized

' repreSentative‘ fails to provide those documents within 45 days from the date the
Department mails the request the Department may enter $0.00 for such itern in the
Notice of Dividend Calculauon for wh1ch the Department requested and did not trmely"
" receive records for Such tax year. ' |

A class member shall have 45 days from the matlmg date of the Department $’

‘Notice of ‘Dividend Calculation to file a written objection to the correctness of the
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Arizona taxable incdrne’ previously r.eported, the Arizona income tax p.rev‘iously: paid and
" the Reported Dividend amount reflected in the Depa'rtment’s Notice. The Department’s
Notice of ﬁividend' Calculation shall set forth the ﬁ.ght -'to object to the correctness of
these amounts in the Notice, There shall be no other grounds for objection. If there is no
timely obgectxon filed in response 10 the Department s Notice of Dividend Calculation,

‘the amounts set forth in the Department’s Notice shall be final for the .calculanon of all
refunds provide__d for hereunder for the class member. Class counsel or other authorized:
representative of the class member shall be contacted if the _Depar:,l;ment is unable to
resolve a dié_p,ute directly with the -ciass.member. If the class member and the Departrent

'.eannot agree on the correct, amount, the matter shall be determined by the Court pursuant

oo Paracraph 28 below.

The Notice of D1v1dend Calculatton shall also mform class members that the ' ’
Department will not pay any Refund Amount Wthh totals less than $4.00 for all years m
issue, unless requested in wntmg by the class. member no later than 45 days after the

' mmhng date of the Notice. The Refund Amounts if any, which are not pald as the result
of this provision shall be added to the reserve for Costs. of Administration set forth in
Paragraph 5A. | .

a 9. REFUND PAYMENTS Refund ‘payments ‘will be - made 1n ' 'fbut .

- (appro:iimately equall) installments with the first two installment payments to be made no

later than tbe ﬁrs.t _'bu_eine,ss day after._ twe_nty months have _e'lapsed from the date the court
issues ‘its.ﬁnal determ‘inat'ton approving the Settlement, the third installment payment to
be made no later than July 20, 2003, and the ﬁnal mstallment 10 be made no later than

- July 21, 2006. - The initial 1nstallment payment sha]i mclude a notice of the esnmated

7. total Refund Amount to be pald to the class members, wuhout any necessary adjustments

as outhned in this Sttpulauon Class members wﬂl receive upward adjustments if any, -

with their final mstal_lment_ payment. At the option of the Department, class members
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whose total re‘f.u"nd amo‘.unt is $400 or less may be paid in one .installrﬁent on the date set
- forth above for the first instafllittent paymenﬂt.v | In consideration of being _pai_ci in a lump
sum, such cla_sé. xr_lembers shall not participate in the everl_t the-rje are upward adjustments
to refund amofunt-s_pa'id with the final instaliments. The Department may prepay 1ts entire -
: obli_gatioh herettn.der at anytime recalculating -interest to that point .in time. ‘i‘he
. Departrnertt will not pay .an_y Refund Amouﬁt'whrch totals less than $4.00 for all years in
issue, unless requested in ‘writing by the class member as s'et forth in Paragtaph 8 above.
: 10. - OTHER DEBTS. Each payment to a class member under this settlement,
"after all adJustments and prorattons mcluchng reserves, shall first be credited against any
am_ount of tax, .pen,alttes or interest due the S_tate o_f Anzorra and then ag.amst any other'
debts or taxes owee to or through the State of Arizona or .the federal govemment
| according to the standard order of 'preferenee -.us.ed by the Department for other income
tax refund offsets |

11, CoSTS OF ADMINISTRATION The Costs of Admxmstranon shall be

'charged agamst the reserve for Costs of Admlmstratlon set forth in Paragraph ,5A For

purposes of this Stipulation, Costs. of Admuustratton shall mclude, but not be. hrmted to: ]
' -'(1) the costs of preparauon and ma111ng of any. nouces and commumcatrons needed to be '
_performed by  the Department (2) the costs of data preparatton capture recovery,
'.conversron, and analysis; (3) the costs of researchmg tax records; (4) the costs of refund
calculations _and payments; (5) the costs of any special masters, ‘mediators, -arbrtrators
- whether appointed by .the. Cotr_rt or by .-a_greement of the parties and (6)”,a11 other costs

- necessary for the implementation and administration of this settlement. The above costs

* shall include; but not be limited to: the direct costs of Department of Revenue personnel

= mciudmg salary and employee related expenses; the costs of contract personnel; the costs.

- of purchasmg or leasing eqmpmem the costs of leasing or rentmg space; the costs of -

consttmabie suppl_res_, the costs of consultan_ts;, the costs of services; and the costs _of
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mailin'o including postage. The Costs of Administration shall not include the costs of the
Department s attorney fees or costs not necessary to the refund process prowded for in
this SUpulanon or ordered by the Court. - | '
The Costs of Admunstratlon shall mclude only costs incurred by the Department
on or after July 1, 2002. The Department may draw upon the reserves set forth n
| Paragraph SA for Costs of Adrmmstratlon upon approval of the Court. The Department |
may petition the Court or a designee of the Court, for advance approval of expend1tures
before incurring those costs or may seek Court approval after the Costs are incurred.
Prior to the final payment the Department  shall estxmate its remarmng Costs of
~ Administration and obtain Court approval to set funds aside from the 1 Teserve set forth in -
- Paragraph 5A to cover such antic’ipated Costs, -All 'remai-ning funds in the Teserve in
excess of the total expended and ant1c1pated Costs of Administration shall be paid ona
pro rata basxs m the ﬁnal refund mstallment to the class members, other than those who
have been paid in a single installment. as set forth in Paragraph 9. Any sueh pro rata
| adj-astrnent shall be. ‘based on '-the ciass rnernbers’ total computed refunds for a';ll years.

12. UNDELIVERABLE REFUND PAYMENTS The Department agrees to utilize

the followmg procedure for any 1nstallment refund payment returned as undeliverable. In“ :
the event that an mstal]ment refund payment is retumed as updeliverable, the Departrnent g
will undertake to search its database and the data avaﬂable to it both from the Intemal :
: ARevenue Service. and outside .contractors who have access to. the pational database_.

maintained for the Untied States Post Ofﬁce in order to attempt 10 obtain a better address

of the person who is to receive the returned payment; If, and only 1f no such address can -
-be "ascertained, will the undelivered refund check be deposited into the Un.,clalmed
: Pr0perty Fund a:nd administered pursuant to Title 44, Arizona Revxsed Statutes |

13. " DECEDENTS’ REFUNDS In the event that a refund is due to a deceased

- individual or individuals and the estate(s) for such individuals have been closed, or in the '
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event no estate has ever been opened, the Department shall use the same procedure.s for
Decedents’ refunds that are ueed for unclaimed ‘property under A R.S. § 44-301, et seq.
In the evént 2 dispute arises between the clalmant and the Department the matter may be
lesubrmtted to the Court under Paragraph 28 hereunder or if the refund amounts become
unclaimed property the clalmant shall have all rerneches avarlable under A.R.S, §§ 44-
: 317 and 44- 318 ‘

14. ATTORNEYS’ FEES AND CosTs, ClaSS Counsel and the Departmeni

agree that class counsel are entrtled 16 reasonable attorneys’ fees for. theu* gfforts in this

matter, There isa drspute however as to the amount of fees that may be consmiered

reasonable Further, Class Counsel contends that the State does not have standing to

contest the amount of attorneys’ fees and costs awarded by the court because they are
. being paid from tkre common fund. The State .con-_t,end.s ‘that it does hav.e standing to be '
heard on the issue of fees and costs. To Aavoiid further delay in the settlement process, the "
.Depart_rﬁem and Class counsel agre.ed to a process of mediation Wher;eby a neutral expert
was used to make a recommendation after having been briefeel by both' sides. Class
| Counsel and the Department presented theu' wntten and’ oral argurnems to Bruce
Meyerson as a neutral expert, concerning the amount of a reasonable award for
~ Attorneys’ Fees and Costs. The _n,eutral expert d_eterrm,ned that a fair range for the award N
. in this case Ai:s‘n'ine p.‘ere.en_t to twelve percent of the'lfand ereared by ‘Cla'ss Counsel’s
- efforts - A copy of the reeomrnendation is a.ﬁached hereto as Exhibit B. Class'Counsel
and the Department strpulate that (1) the Tax Court may not approve an attorneys’ fee in
extess of the upper range of the recommendauon (2) nerther the State Defendants nor
any other State office will appeal the award to Class Counsel as long as it does not
exceecl the -upper range of the recommendauon and (3) Class Counsel will not appeal the
award to Class Counsel as long as 1t does not fall below the lower range of -the

‘recommendation. Class connsei an(_i the Departmer‘nv shall be free to argue o thecourt for
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any deterrmnatron of an attorneys fee within the range recommended by- the neutral
expert. Further, this agreement does not resolve the legal 1ssue of whether the State

Defendants have standmo to contest any re.que-st by Class Counsel for. Attomeys Fees .

" and Costs. Except as expressly ‘stated - above in this paragraph nothing in Mr.

“Meyerson s recommendation is bmdmv upon the Court or the class -members.

Class Counsel shall file a Motion with the Court for its claims for Attorneys
.Fees and Costs'in an amount not to exceed twelve percent (12%) times the lesser of the
‘Common Fund or the Cap. The class menbers shall be prOV1ded with notice, through the .
Notxce of Class Certification, of the amount requested by Class Counsel for Attorneys
| AFees and Costs and shall be provrded with an opportumty to be heard The Court may
deterrmne the standmg of anyone else to be heard concermng Class Counsel’s mohon

Any amount awarded by the Court as attorneys’ fees and costs shall be paJd out
of the reserves for Fees and Costs set forth in Paragraph 5A.

Subject to the adjustment for the $4 million in payments described below, the

- - amount awarded by the Court to Class Counsel as Attorneys Fees and Costs shall be

paid in mstallments at the same time and i in the same -ratio that the mstallment refund
~ payments are paid to class members pursuant to the scheduie set forth in Paragraph 9. If '
- this Stipulation is finally approved, Class Counsel shall be paid the sum of $2 rm_lh._on not
later than twenty -bgsiness days from the date that the court issues ,i'ts“ﬁnal determination
| approving the settlenient and $2 million on September 19, 2003. These total payments of -

$4 million shall be credited against the amount due class counsel for its first installment
. payment. | ' ' |

15. SETTLEMENT - ’ApMIﬁISTRATIVON-. _'Th_e parties shall .exchang-e

.- -information, subject to statutory and IntemaI Revenue Service confidentiality
' reqmrements at regular mtervals (in electromc format where pracncable) concermng the

claims process in order 10 permit status reports 10 be developed trace class members
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negotiate drsputed clains and morutor Costs of Adrmmstrauon
Wrthm 45 days following each rnstallrnent payment the Department shall provide
an ‘accountmg to the Court with a copy served upon Class Counsel. The Report will -
' ’in;:lude the total number of class members who were sent refunds the total re‘fuhds paid,
the total number of opt-outs, an accounttng of the reserves since the last report and shall
include a breakdown by category of all Costs of Adrmmstratron the number of taxpayers

and total refunds deposited into the Unclaimed Property Fund, the amount of Atiorneys’

Fees and Costs paid and a report of the Costs of Administration. The accountrng will -

reflect both current activity and cumulative totals.

16. UNFORESDEN CIRCUMSTANCES. In the event erther party 1denuﬁcs a

maJor problem with respect to the administration and processing of refunds as provided . -

for herein, it ‘shall immediately n.otrfy the other party of the facts and .crrcums_tan.ce.s of the
problem so iderrt‘rﬁed. Notice to the class shall be sent to Class Couneel. Notice to the
»Dep.ar,tr‘rmrr:t shall be sent to the Arizona Attorney General’s Office, Chief Counsel Tax
Section. The- D:epdrtmerrt shall post any such no.ti,c_.e that it -sends” or receives on its
- Internet website subject to 'conﬁ-denﬁal'ity' restrictions. In the eyent the parties are unable
10 'reéeonably resolve the problem, the parties agree that the problem will be subrrt'i.tted o
the Court forthwrth for fina] resolution as prowded in Paragraph 28. |

17.. .. OBJECTIONS. At the final approval hearing, any member of the class,
.who has not opted out and who desu'es to submit an ob_}ectlon to this seftlement, may
appear personally or by counsel and show cause, if any, why the Strpulauon should not -
. be -approved . as fair, reasonable, adequate and in the best interest of the class or why the
amount of attorney fees and CcOosts requested by Class Counsel should not be approved and
paid out of the Common Fu,nd"from the reserve—s provided _ﬂre_refor, Unless the Court. |
directs, no member of the class shall be heard or shall be entitled to contest any of the'_s_e;

matters and no papers, briefs, pleadings or other documents submitted by any member of
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class shall be recewed and consrdered except by rule of the Court for cvood cause shown, A
unless no later than December 11, 2002, the followmg dotuments have been signed °

pursuant to Rule 11, 'Ariz.R.Civ.P., served and ﬁled in the manner prowded below= .

a. Notice of Intention to Ap:pejar;
b. A _detailed statement of such person’s specific objections to any matter /
‘before the Court; | o
c. Proeff of merrrbers,hip in the class; and
| d. The grounds for 'suc_h objectiens andany reasons why such person fdes'ires
to 'app.ear and be‘heagr.d_, as 'vr/.e1:1 as‘all documents and writings which such person -
-desires tiae Court to c’onsider
Such documents shall be ﬁled w1th the Clerk of Court and served by maﬂ or hand-"
- .dehvery upon Class Counsel and the Attomey General's Offrce Any obJectmns filed and
served in accordance with dus procedure ‘will be consrdered by thc Court whether or not .
the obJectmg Class Member appears personally or by counsel at the hearmg

18, FURTHZER PROCEEDINGS In the event this- Supulauon is oot approved

and a 'ﬁnel order of approval entered thereon,’ -the parties will be restored to ‘their
'. respectwe positions pnor to the date of this S’upulatmn and thrs SuPulauOn shall be ofno .
force -0r effect and the agreemems reflected herem will be without pregudxce to. Ihe
p_a_me_s_ Ijlghts to mamtam lth;el;r‘_ res_pecuve_ posmons_ concemmg right of recovery or

 defenses thereto before the Court or in any appeal taken therefrom.
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19.  SEITLEMENT REPQR:_i"ING, The Department Qill report refund
settlement pgy%riénté on Form :1..(.).99-.(3 or such other fo;ni as required by the Internal
Revenue Service. ‘The ‘Dcp#meﬁt agrees to seek advice from the Internal Revenue
| Servicc as to Whether'aﬁy amounts set aside for Attorneys’ Fees and Césts ande.os'ts of
Adr.rﬁnis.tratic:n- are reportable as taxable income by class members. and therefore, whether -
of not they shall be included in the -'amounté .fepoﬁed_. The .D.epa,r,tm‘ent shall 'ag're'_e:tel
abide by any determination .rer;;e:iv.ec_l' from 'ﬂué-'lntemal Revenue ;S.;rvice on this issue. If
-the“internal Rev;enﬁ_e Service issues a Ad,eterrrﬁn&t?on adverse to the dass, the'D:partment

“shall immediately nptif_y Class Counsel.

20.  BEST EFFORTS. The parties and their counsel will use their best efforts 10
implexﬁent this ‘_semement as set foirth in this Stipulation. '.

21. ,AUTHQRLTY. All -~perspﬁs execuﬁn_g the Stipulation and any of the
ﬁxhibi,ts h.ércto waﬁant and represent that th.gy are A‘fu:lly _éﬁthoriz_egi to enter into thg terms

and conditions of, and to execute such documents on behalf of their respective parties.

22. COUNTERPARTS, . This Stipulation and 1ts exhibits may be executed in
‘one or more counterparts, all of which together shall be considered one instrument and 21l

 of which shall be considered duplicate originals

23 MODIFICATION; INTEGRATION. This Stipulation contains the parties’
entire agreement with respect to the subject matter of this action: This Stipulation may be

- amended or modified joﬁl,y by written instrument éigned by all the signatories hereto.
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24, - GOVERNING LAW. This Stipulation shall be governed by and construed

in accordance with the laws and Cbn_stitution of the State of Arizona and ﬂ'te’ United-

States Constitution. © |
25. FINALITY The parUes ‘o this Stipulation intend it to be a final and -

complete re-sotution of .all disptrtes asserted or ~w‘hich coulti .hare been aé.se.rted by

Plairttiff or the members of the class ageirrs't t‘h:;e 'Depzrrtment with ‘reSPect -.to the matter

. ‘zse_ttled herein. |

26 _RECITALS,' All reeiltal-é contained in this _Stiﬁuleti.,on a_re inccrper.ated into

and.deemed to be part of the substantive provisions hereof és if full'y set forth herein.

27. - PARAGRAPH 'HTLES The trtles of paragraphs herein are for purposes of

' reference only and shall have no legal meaning or effect

o 28.  CONTINUING’ COURT_ SUPERYISI-ON.' Upen final apf_liarov‘al' of the -
‘Stiijula'tion it is agreed that the Court shall -ret.ain juriédictiori over this matter until the |
.Departrnent has fully performed all of its obhgauons hereunder In adchnon the Court _
may enter additional ordets to effectuate the fatr and orderly adrmmstranon of the.
Settlement as may from time 1o time be _a_pproprtate, including, inter alia, determination |
of per'sons' to whor‘rr refunti payments should be-made in the event of death or mantal
_ dlssolunen All parttes to this Stlpulanon submtt to the 311rrsd1cnon of the Court for such

pUrposes.
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U.n'les,s- \oth_efwise orﬁer.ed by 'the’.C;ourt_,‘ it will not be -ncéessarj' for the parties fo
issue notice to ind'i-vidua-l class meqiber’s with respect to problems sul;s.éq_uér_ltly resolved
” by the Com. :n is agreed that the r.esolﬁtioh of any problems of si‘gl_iﬁc.an'ce' to the -Cl.'a.,ss
under this paragraph will 'be-;ﬁublished on the Dep,artment’-sllptcmm website. |

29.  LATE PAYMENT. The parties recognize that the Department needs.

' legisiétive authorization to expend monies for the Costs of Ad.mi_rﬁ_sﬁtration, In the event
that the Department fails to make the payments du._é under the A,terrhs of -this St‘ip.uiatioq m
‘2 ti,ni@ly manner unless such due dates are Aex-tendc;d by agreement of the parties or an
| order éf tf;e. Court, intérest shall accrue pursuant to AR.S. § 42-1 1'23 on the sums not ,.
- timely p.aiﬂ from the date the iins-tallméntfpayment was to be macie until the date such
péyméh-t is made. Slg\c‘h '_addiltional_iﬁteresy shall be paid without regard to aﬁy limitations
~ that would §tﬂerwisé bc'irn_posc:d'by the Appﬁcati§n of the Cap and zshali jbei-consildercd an
agﬁditién to the Cap. ' T’hé' ‘fﬁrdvisiqn app_lies' even 1f the fiel—a’y is cauéé,d by the
'Leg'i.slature's: ;.féﬁlure‘ to appropriate or o.ther_\yise aﬁthor‘ize sbgnding .neces_s_ary ﬁﬁd@r the -
terms of this Stipulation. Iﬁ the. cv.ént of any fa'ilur_e‘ by the State of Arizona to make
timely payments to lcla,s’s membﬁr-_S'.'und_e; the terms of ‘this Stipu-laﬁon, nd.th‘ipg in this
'.paragraph shall be const_rued. as limiting any right of the class members to seg‘k
appmpﬁaf,e relief from the court _pursu'.ﬁnt 10 Paragraph 28.
| 30. . D;sm,é_sAL. Upon the Department’s performance of all its obligations

. hereunder and upon ,acccptan{;e by the Court of the De_par.imgm’;s final accounting, the
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parties agree that, upon motion of the Department, an order of dismissal with prejudice
and without further costs may then be».entered

31, COURT APPROVAL The parties shall subxmt tlus Stlpulatmn as soon as

practicable. to the Court for prehrmnary and final approvals pursuant to Rule 23(e),

ArizR sz P
© RESPECTFULLY SUBMITTED this ﬁy of September, 2002,

BONN & WILKINS, CHARTERED _ | __ 'NEIL CANNON & HOLLMAN,'

"By WWWO DM«/) Wﬁé”

Paul V. Bonn, Esq. o gene O. Duffy, Bya] -
Randall D, Wllkms, Esq. : . A forneys for Pla’ s

- D. Michael Hall, Esq. - s
: Attorneys for. Plamtyj‘s

ARIZONA DEPARTMENT OF REVENUE

~ Mark W. Killian, Director
APPROVED AS TO FORM:

~ JANET NAPOLITANO
Arizona Attorney.General

Y LL et ,/ —
. Michael F. Képipner ‘
- Assistant AttGrney General
- #372802‘v8;LADEWJG SETTLEMENT STI.PULATIONA .
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DIVISION ONE
ROBERT KAMMAN, individually and in his capac1ty as 1 CA-TX 03—0003
beneficiary of the Estate of Glenn Kamman and of the Estate of
Mildred Kamman, and PEGGY BACON, individually and in (Consolidated with
her capacity as the Personal Representative of the Estate of J. 1 CA-TX 03-0004)

Dorothy Riggs and the Estate of Dorothy Schaberg, :
Arizona Tax Court

bjectors/Appellant
- Objectors/Appellants, No. TX 97-00075

V.

ESTATE OF HELEN H. LADEWIG, on behalf of itself and the
class of all persons in the State of Arizona, who during any one
of the years 1986 to 1989 paid income taxes to the State of
Arizona on dividends paid by corporations whose principal
business was not attributable to Arizona,.

Plaintiffs/Appellees,
ARIZONA DEPARTMENT OF REVENUE,

Defendant/Appellee
MERCEDES VALENZUELA, N

Intervenor-Appellant,

v. _
ESTATE OF HELEN H. LADEWIG, on behalf of itself and the
~ class of all persons in the State of Arizona, who during any one
of the years 1986 to 1989 paid income taxes to the State of

Arizona on dividends paid by corporations whose pnn01pa1
business was not attributable to Arizona, -

_ Plamtlffs/Appellees
ARIZONA DEPARTMENT OF REVENUE,
Defendant(Appellee.

DEPARTMENT OF REVENUE’S. ANSWERING BRIEF

Terry Goddard
Attorney General
Fum State Bar No. 14000

Michael F. Kempner(010651)
Lisa A. Neuville (012285)
Assistant Attorney General
1275 West Washington Street
Phoenix, Arizona 85007-2997
Telephone: (602) 542-8399
Attorneys for Arizona
Department of Revenue




- upholding settlements and should not substitate their own judgments as to optimal
settlement terms for that of the litigants or the trial court. Armstrong v. Bd. of Sch.
Dirs., 616 F.2d 305, 315 (7™ Cir. 1980).

B. There Is No Readily Available Means to Idenﬁfv Non-Arizona

Corporate Dividend Income Fifteen Years After Taxpayers Have
Received the Income.

Appellant quert Kamman (“Kamman”) argues that the Setﬂement is not |
fair, adequate or reasonable because some taxpayers may receive larger refunds
than they deserve while others.wﬂl receive less than they deserve. (Opening Brief |
at5.) The record demonstrates that the__l)epartment could not accurately determine
the refurids due class members based'upon tax records. T}.le. Departlnent and Class
- Counsel developed the refund formula to provide refunds within a reaeonable
amount of time and for a reasonable cost. Kamman fails to demqnstrate that the
Settlement 1s unfair, inadequate or unreasonable.

This case eoheems taxes that class members paia oﬁ their ﬁon-Arizoha "
cerporate divi_dend income for tax years 1986 through. 19-89‘ (the “Refund Period”).
- The Department copduCted a sampling and discovered mimefous issae's thiat _rhade .
it very difﬁeult to discern the aetual amount of ._q:ualifyving dividend inCome from
| 'the tax records.__Indeed, the Departlﬁent could ide‘ntify the ameunt of non—AﬁZona
-cer-porate dividends for only- 16 taxpayers, less than '1.3% of the 1,236 taxpayers.

that the sampvl'i’xig included. (TR. at 77.)




income tax return and recalculate the tax on the lower income amount. (App. A,
7(D).)

- The Formula is relatively easy to administer. The only variables are the
amount of the dividend incdme reported on the class member’s federal return,.the'
taxable income on the class member’s Arizona return, and the tax paid to Aﬁaona;
The most likely discrepancies should be caused by amended returns filed after
1989 or clerical errors in keying in the return information. "fhese discrepancies
can be easily resqlved with copiespf the actual returns.

The only alternative to applying the FQrmula was to require class members o
to file elaims. forms yvith backup documentation. (R. 11.0 [(Ex. 2,9 3].) Class |
" members would have had difficulty cempleting such claim forms fully and
ac‘curately.. (R. li 1 [Ex. D, 119].) The Departme‘nt would also have had difﬁcutty |
| auditing those claim forms and verifying their accuracy. (R. 110 [Ex. 2; 1 6].)

Even when the Department had complete tax rechds,. it could calculate refun_ds for’
onlya “very tiny, tiny, tiny, tiny percentage” of class members. (TR.at115.)

Even if it were possible to accurately determine refunds ﬁom clalm forms
domg SO would dramatlcally increase the costs of adrmmstermg the refunds and
would delay payments for years The Department Would have to spend years
R processmg claun forms (R. 110 [Ex. 2, 1{ 71) In the Department S samphng, it

. took audltors 500 hours to review 1,236 returns (TR. at 102. ) That d1d not
| 9




The Arizona Constrtutron s Grft Clause, article IX, section 7, prohibits the
State from usrng State funds for pnvate enterpnses Its purpose was to prevent
governmental entities from depleting pubhc funds by subsrdrzrng private '
. enterprises such as railroad and canal bulldrng Kotterman V. Kzllzan 193 Ariz.

273, 288 972 P.2d 606, 621 (1999) The State’s settlement of a tax refund

- obhgatron is not the type of evil that the Glft Clause was mtended to prevent

A govemmental body suse of State funds does not vrolate the G1ft Clause

iif:

LI

- (1) the use is for a pubhc purpose and (2) the value of -
the public money or property is not so much greater than

 the value of the benefit received by the public that the
exchange of the one for the other is drsproportronate

.Marzcopa County V. State 187 Ariz. 275 279- 80 928 P. 2d 699, 703 -4 (App
l996) Kamman admits that the Settlement is for 2 pubhc purpose (Openmg
Brref at 1l J) '[hus the only issue is Whether the consrderatlon exchanged under
the Settlement is drsproport1onate The party challengrng the constrtutronalrty ofa
: govemmental actron has the burden of demonstratmg such drsproportronalrty d.

at 281, 928 P‘.Zd at 705.

Kamman farled to present any evrdence to show fhat. the Settlement is unfair f

to the Stat'e or that the State s obhgatrons under the Settlement are drsproportronal

o what it recelves The Department presented testlmony however that the
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Settlement is fair to the State. (TR. at S9.)_ First, the Settlement resolves the entire
refund liability to the class members. The Formula includes all'relevant
adjustments to identify theDepartment’s liability to the class as a whole. (TR at
134435;) The Settlement spreads-the payments over three years and ‘delays the ﬁrst
-payment until the 2005 ﬁseal year. (App. A, 9.) Tt 1mposes a cap on the State s
| habrhty under the Settlement (Id 1[ 6. ) It also prov1des that class members shall :
bear the costs of adrmmstratlon and attomeys fees (4., S(A) ) The tax court
con81dered all of these beneﬁts to the State when approvmg the Settlement (TR :
at 302.) e
| Kamman’s only argument is that the Settlement may pay refunds to people

,-Who are not members of the class. " (Opening Briefat 11 .) Courts look to whether

. publlc funds are used for public purposes and Whether the value of the benefits

exchanged are proportlonal As long as the action at issue .satrsﬁes those two

‘ requlrements it does not contravene the Gift Clause even if partreular persons or
- _organizations beneﬁt from it. '»Pimalco, Inc.. v. Maricopa County, l_88 Ariz. 550, :
559,937 P.2d ‘1__1'98;' 1207 _(App.' 1997). The Settlement does not Viblate' the 'Giﬁ'”_-

Clause merely because ‘some individuals may fare better than others under its

. terms.

"Kar_nma'n also misint_erp_rets Mr. Shiffrin’s ‘deelaration. (Opening Brief at -

11-12.) Mr. Shifﬁ*in did state that there were taxpayers with large amounts of
16 |
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HOUSE OF REPRESENTATIVES

SB 1524

Ladeyig settlement payments; budget.
Sponsors: Senators Burns, Bee, Bennett, Blendu, et al.

DP  Committee on Appropriations (B)
DP  Committee on Appropriations (P)
DP  Caucus and COW

DP  Third Reéd and As Passed the House

X As Transmitted to the Governor

SB 1524 allocates $58,258,900 to the Department of Revenue in FY 2005-2006 to pay for costs
associated with the Ladewig v. State of Arizona settlement. SB 1524 was substituted for HB 2775 on
Third Read.

History

Prior to 1990, Arizona’s investing citizens were allowed an income tax deduction for dividends received
from corporations conducting at least 50% of their business in Arizona. The estate of Helen Ladewig
filed a class action refund claim for tax years 1986 through 1989 on the grounds that this deduction
violated the U.S. Constitution’s Commerce Clause by posing a burden to interstate commerce. On
August 29, 2001 the Arizona Supreme Court instated a class action, and held that it was sufficient for
Ladewig alone, rather than each individual taxpayer, to file an administrative refund claim on individual
income taxes paid on non-Arizona dividends.

In December 2002 the Tax-Court approved a settlement agreement that capped the state’s total liability
at $350 million including interest, as well as the administrative costs and attorney fees accrued by the
Department of Revenue (DOR). The 2002 settlement called for 50% of the refunds to be paid in FY
2004-2005, 25% in FY 2005-2006, and the remaining refunds to be paid in FY 2006-2007. Attorney
fees are paid when refunds are distributed, except for the $2 million in advances paid during the time
period from FY 2002-2003 to FY 2003-2004.

In 2002, the 45T Legislature passed SB 1060 appropriating $75 million to pay for Ladewig related costs,
including up to $15 million for administrative costs to be used in FY 2002-2003. In 2003, Governor
Napolitano line-item vetoed the part of HB 2533 that would have appropriated $75 million for
settlement expenses, but a year later signed SB 1416 allowing the appropriation of $120 million for FY
2004-2005 costs associated with the Ladewig case, of which an upper limit of $7.3 million was used for
administrative purposes. In addition to appropriated monies, $2 million was taken from the Risk
Management Fund to pay court ordered attorey fees.

According to the Department of Revenue, the estimated total cost of the Ladewig Settlement is $308.5
million. During FY 2002-2003 and FY 2003-2004, administrative expenditures and attorney fees were
approximately $16.3 million. Total estimated costs are $134.7 million in FY 2004-2005, $58.3 million
in FY 2005-2006, and $99.2 million in FY 2006-2007. :

Provisions

«  Appropriates $58.3 million from the General Fund to DOR in FY 2006-2007 for the Ladewig v.
State of Arizona settlement.

http://www.azleg.state.az.us/FormatForPrint.asp?inDoc=/legtext/47leg/ lr/summéry/h%ZEs... 8/16/2005
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«  Allows up to $1,758,900 of the total appropriation in FY 2006-2007 to be used by DOR for
administration and review of payments, upon Joint Legislative Budget Committee (JLBC) approval
of DOR’s expenditure plan which must include the estimate and scope of administrative
expenditures.

«  Stipulates that any unused funds appropriated in this bill be reserved for future payments related to
the case of Ladewig v. State of Arizona.

+  Reverts the Ladewig settlement’s unclaimed property from FY 2004-2005 and FY 2005-2006 to the
General Fund. '

47th Legislature
First Regular Session 2 May 19, 2005

http://www.azleg.state.az.us/FormatForPrint.asp?inDoc=/legtext/47leg/11/summary/h%2Es... 8/16/2005
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State of Arizona
Senate

Forty-seventh
Legislature

First Regular Session
2005

AN ACT

PROVIDING FOR ALLOCATIONS FOR THE SETTLEMENT OF LADEWIG V. STATE.
(TEXT OF BILL BEGINS ON NEXT PAGE)

Be it enacted by the Legislature of the State of Arizona:

Section 1. Settlement payments; Ladewig v. State

A. The legislature allocates $58,258,900 in fiscal year 2005-2006 for the purposes of covering the
payments and costs associated with the case of Ladewig v. State of Arizona. The department of revenue
shall draw all amounts necessary pursuant to the authority prescribed in section 42-1117, Arizona
Revised Statutes, for the payments and costs.

B. From the allocation made in subsection A of this section, up to $1,758,900 may be used by the
department of revenue for the purposes of administration and review of payments. Additional
administrative funding may be required as part of future allocations. Before the expenditure of any
monies allocated in this subsection, the department of revenue shall present an expenditure plan for
review by the joint legislative budget committee that includes an estimate and scope of the entire
administrative requirement associated with disbursing payments and costs for this case.

C. From the allocation made in subsection A of this section, any unused amounts from subsections A
and B of this section shall be held in reserve for future payments related to the case of Ladewig v. State
of Arizona.

Sec. 2. Ladewig settlement; unclaimed property; deposit

Notwithstanding section 44-313, Arizona Revised Statutes, the department of revenue shall deposit any
unclaimed property for fiscal year 2004-2005 and fiscal year 2005-2006 that is associated with the case
of Ladewig v. State of Arizona in the state general fund.

APPROVED BY THE GOVERNOR MAY 20, 2005.

FILED IN THE OFFICE OF THE SECRETARY OF STATE MAY 20, 2005.

http://www.azleg.state.az.us/FonnatForPrint.asp?inDoc=/legtext/47leg/lrllaws/0333.htm 8/10/2005 'A
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IN THE SUPERIOR COURT OF THE STATE OF ARIZONA

IN AND FOR THE COUNTY OF MARICOPA

HELEN LADEWIG,
Plaintiff,
vs. NO. TX 97-000075

ARIZONA DEPARTMENT OF
REVENUE,

e e N e e S e e e e

Defendant.

Phoenix, Arizona
May 26, 2005

BEFORE: THE HONORABLE PAUL A. KATZ, Judge

REPORTER'S TRANSCRIPT OF. PROCEEDINGS

Bethany D. Campbell, RPR
Certified Court Reporter
Certificate No. 50199
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12
we can by giving a proper notice and opportunity

to be heard and people to advance legitimate
arguments, if they choose to do so, or make fools
of themselves if they also choose that option.

But on a serious note, I'm happy -- let
me ask you this. Do we know enough yet to --
maybe the simplest thing is to juét delay the
payment rather than make a lesser payment to those
individuals before we determine anything.

MS. NEUVILLE: Your Honor, perhaps an
explanation of what the Department's done and what
people were talking about. The Department went
through and started off with people who they
thought may have been overpaid by a thousand
dollars or more.

The Department looked at not just the
overpayment or the issue that led to the
overpayment, but all four years and all four data.
So in some cases the Department found there was an
overpayment in one situation and an underpayment
in another, because some other information was
incorrect. And even though the class member
didn't protest, the Department was looking at the
claim. It looked at the entire claim. That's why

the list attached to the Department's motion
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13
aren't all thousand-dollar overpayments or more.

Some of them are hundred dollars or something
because of these other offsets.

The ones that the Department has listed,
the 13 -- 1,300 people received more payments in
the first installment than they're entitled to
totally. So the overpayment amounts wé list are
the amounts that the first installment overpaid
the total.amount due. So for those people, there
will be no opportunity to correct it by just not
paying them less.

As the Department has gone through the
others -- and the reason why we're talking about
3,000 instead of 1,360, there were ones with
smaller overpayments. The Department has just
completed the process in reviewing those. There
may be some in those cases where the next two
installments -- last two installments will help
compenéate.

For those people, what the Department
would iike to do is pay them any amount over what
they need to compensate for the initial
overpayments. So if the Department determined
that they were truly owed $1,100 and they've

already received a thousand, the Department would
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Tempe, AZ 85282
25 July 2005

Clerk of the Arizona Tax Court
125 West Washington
Phoenix , AZ 85003

Re: Ladewig Overpayment ' ( O r-@
No. TX 97-00075 Q O b...J Y

Dear Clerk,

Please accept this letter as notice of my intent to participate at the
hearing scheduled on 19 September 2005, to consider ADOR's motion.

Due to poor health | am unable to be present and will send my
husband, (Y o attend and participate on my behalf.

The refund received in 2004 was sent to my brother, m
I At the time he was already deceased and | am his benentiary

| believed he was entitled to this payment and used it accordingly.
Recently, |was told that the overpayment is $1,398,47 -- avery
substantial amount thiat would be extremely difficult for'me to répay
either now or in the future. JE

My specific objection and its basis follows.

Since:

() The NOTICE OF CLASS CERTIFICATION, SETTLEMENT AND
SETTLEMENT HEARINGS issued by the Superior Court of the State of
Arizona in and for the County of Maricopa, specifically states (on page
1) that " The Court has determined that the former Arizona Tax
regime, former A.R.S. 43-1052 facially discriminated in violation of the
Commerce Clause of the United States Constitution as asserted by the
named plaintiff and

(b) the same document states ( E. on page 3) "If a class member does

not objéct to the:amounts'set forth in the calculation notice within 45

days of the date of the Départment's notice; the armounts set forth-in

the fiotice will be final.® - TR T
T " RECEIVED

JUL 2 6 2005




There is no reason the Court should :

(a) favor a facially discriminating government organization which
violated the Commerce Clause of the United States Constitution and

(b) not follow the aformentioned declaration in Part E and make the
amounts as stated in the ADOR's determination final, since we did not
object to the ADOR's calculated amounts (within 45 days or indeed at
any time at all).

Beneficiary for

cc. R. D. Wilkins,Esq
L. A. Neuville, Esq




